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Report of the Mayor's Health Care Commission 


|. Commission Background and Objectives 


The Mayor's Health Care Commission was established in the summer of 1992 to 
address the following three 1ssues 


e Identify existing health care needs of the population that Boston City Hospital 
(BCH) ts committed to serve and develop strategies to ensure the Hospital's long 
term operational and financial viability for meeting the future health needs of this 
population 


e Recommend the appropriate roles and relationships, both programmatic and 
financial, among community health centers (CHCs), private teaching hospitals and 
the Department of Health and Hospitals in addressing the issues of improving 
public health and providing access to primary care. 


e Develop a model for the health care delivery system including consideration of 
changes at the state level, emerging patterns being articulated in national health 
care reform proposals, and other pioneering models under development 


The Commission was chaired by James W. Segel, Esq., an attorney from Hale and 
Dorr, and had fifteen members representing the Boston community health centers, 
private teaching hospitals, Department of Health and Hospitals, other city 
departments, Boston University Medical School and community organizations. For 
the first two months of its operation, the Commission was chaired by Thomas P 
Glynn. The Commission was originally established with a two year time frame The 
City of Boston and the Conference of Boston Teaching Hospitals (COBTH) 
contributed equally to a budget of $760,000. The Commission completed its work six 
months early and approximately $280,000 under budget. 


The Mayor’s Health Care Commission was significantly assisted in its efforts by a 
consulting team led by Deloitte & Touche and including The Pell Group, Inc. Over 
the past eighteen months, the Commission and the consulting team met regularly to 
study the changing health care environment, the public health and primary care needs 
of the city, the challenges faced by Boston City Hospital and the community health 
centers, and the role of the private teaching hospitals in the delivery of primary care. 
This report summarizes the Commission's findings and recommendations. 
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Report of the Mayor's Health Care Commission 


HE Recommendations 


The recommendations in this report retlect the Commission's view that dramatic 
change 1s necessary tor Boston City Hospital to survive in the increasingly 
competitive Boston health care market Since its founding in 1864, Boston City 
Hospital has been dedicated to meeting the health care needs of the people of the city, 
particularly the poor and underserved who might not otherwise be able to have wood 
medical care BCH’s mission of providing health care to high risk and vulnerable 
populations 1s no less important today than it was one hundred and thirty years ago 
The hospital provides a unique array of services that go beyond strict medical care to 
address social problems of poverty, violence, and substance abuse. In providing these 
services, it also strives to break down the cultural and language barriers that may 
inhibit patients from seeking or receiving the care they need However, recent trends 
in the health care industry require major changes in order for BCH to continue to 
sustain that mission BCH must reduce its costs, improve its public image, and 
strengthen relationships with other health care providers. This report includes 
recommendations designed to best position BCH to implement those changes 


Recent changes in the health care environment are also having a significant impact on 
the twenty-five (25) Boston community health centers The community health 
centers play a major role in the delivery of health care to the poor and underserved in 
Boston. Recent trends, however, require them to develop the systems necessary to 
operate in a much more demanding health care environment and to build partnerships 
with other health centers and with hospitals in order to maintain and expand their role 
in delivenng pmmary care and prevention services to the neighborhoods of the city 


Despite the high volume and quality of public and private health care resources 
available in the city of Boston, the health status of many of the city’s neighborhoods 
remains alarmingly poor. Many factors beyond the health care system itself 
contribute to poor health status including poverty, violence and lack of access to 
health insurance. However, itis the Commission’s recommendation that collaborative 
efforts be intensified among health care providers, purchasers and consumers to 
continue to analyze the particular health care needs of Boston and to ensure that 
resources are best targeted to address them. 


The Commission makes the following recommendations. 


I Boston City Hospital (BCH) must continue to strengthen its role as an urban 
safety net hospital, dedicated to providing high quality services to meet the 
health care needs of all residents of Boston, regardless of their ability to pay. 


IT. There should be a fundamental change in the governance structure of Boston 
City Hospital. The governance structure should be converted to that of either 
a public authonty, public benefit corporation or non-profit corporation 
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Report of the Mayor's Health Care Commission 


A The change in governance structure should begin immediately in order to 
facilitate an increase in BCH'’s operating efficiency and to allow tt tO meet 
the challenges of the changing health care marketplace 


B The change in governance structure must be desiuned to assure BCH’s 
continued special treatment under Medicaid and other reimbursement 
programs 


C The change in governance should be designed to allow for the development 
of formal affiliations with other institutions as described in 
Recommendation VI 


The City of Boston's financial support to Boston City Hospital must be 
continued through a contract for medical services for the underserved 


A. For the first five years of operation under a new governance structure. the 
contractual support should be set at least at the level of unreimbursed 
costs currently projected to be incurred by BCH under its present form of 
governance 


B. After the first five years, the annual contractual support should be re- 
evaluated in light of the impact of state and federal health reform and 
universal access. To the extent that there are still underserved 
populations, the subsidy should be determined based upon such cntena as 

— Per capita payments for uninsured persons where feasible 
— Per encounter payments based upon revenue shortfalls for an 
“efficient provider” 
— Specific payments for unique ‘safety net” services - eg 
» MD Fee subsidy 
» Social work services 
» Translator service 
» Trauma service 


C. The City of Boston should contract with BCH to provide the Emergency 
Medical Services as long as the reimbursement advantages of such an 
arrangement persist. 


In order to encourage community health centers and community health center 
networks to join Boston City Hospital’s pnmary care network, the following 
steps should be taken: 


A. Community health centers which operate under BCH’s license should be 
required to participate in BCH's primary care network through formal 
contracts which identify the specific obligations of all parties. 
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Report of the Mayor's Health Care Commission 


B City of Boston investments, such as capital tunds, should be targeted to 
community health centers that join the BCH network 


V In addition to annual contractual support, Boston City Hospital requires a 
one-time investment tund Estimates for this range trom $20 to $25 million 
Federal. state, city, private and foundation sources should be sources for this 


tund 


Examples of uses of this fund include 


development of an expanded primary care network 
» Investing in community health centers (CHC and hiring 
physicians) 
Operations re-engineering 
development of information systems 
other facility improvements (e g., parking space and Ambulatory 
Care Center renovations) 


VI Boston City Hospital should enter into negotiations toward full integration 
with Boston University Medical Center (BUMC) 


¢ This should be pursued simultaneously with efforts to change the 
govemance of BCH 


e Among issues to be negotiated: 


Size and structure of the annual city contract 

Responsibility for BCH debt 

Investment in primary care network within Boston 

On-going commitment to the underserved of Boston 

Specifics of corporate structure (e.g. does BCH remain a separate 
corporation with a holding company or are the corporations 
merged) 

Opportunities to combine services 

Opportunities for cost reductions 

Research and education 


VII. Boston community health centers should be encouraged to pursue horizontal 
integration strategies 


¢ In order to increase their future viability, CHCs should form 
organizations or networks with at least 100,000 to 120,000 visits 
annually 
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* Combining several individual health center organizations will enhance their 
ability to 
— Preserve their mission 
- Recruit and retain management staff and pnmary care providers 
- Acquire and utilize management information systems 
~ Raise capital for facility improvements } 
- Capture available economies of scale 
- Negotiate with health plans and hospitals 


The Boston teaching hospitals and community health centers should be 
encouraged to create vertically integrated health delivery systems 


* By joining an integrated delivery system, CHCs will enhance their access 
to capital and managed care contracts and expertise 


- By investing in CHCs, hospitals can strengthen their primary care base 
and contribute to the health needs of the community 


- When joining an integrated delivery system, the CHCs must be assured 
that they will be able to sustain their mission 


° Specific alignments and arrangements between hospitals and CHCs 
should be determined by free-market negotiations. Areas of negotiation 
should include: 

— Governance structure and board representation 

- Specific guaranteed levels of investment (capital improvements, 
operating subsidies, information systems, physician support, 
managerial support, etc.) 

- Methods of evaluating performance across the network 

— Discussions of the financial status and future strategy of both 
organizations 


Accountability for the public health functions currently within the 
Department of Health and Hospitals should be retained as the responsibility 
of Boston City Government. Public Health programs presently conducted by 
the Department of Health and Hospitals should be individually evaluated to 
determine whether they remain within city government or are transferred to 
the authority/public benefit corporation/not-for-profit organization 
recommended for Boston City Hospital. The implications of both options 
should be analyzed. The decision will be determined based on which option 
assures the maximum benefit and services for the residents of Boston and the 
people served by its health system. 


The Public Health Department should establish funding priorities which 
reflect the neighborhood health status and: 
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Report of the Mayor's Health Care Commission 


e Leveraye the resources of state, federal, foundation and other private 
programs 


© Foster cooperative efforts which draw upon the expertise and resources 
in Boston hospitals and community providers 


¢ Measure and reward performance by public health providers and 
networks 


A Boston Health Planning Committee should be established by the proposed 
Mayor's Cabinet Office of Health and Human Services to increase 
coordination and monitor progress of efforts to improve the health status of 
Boston residents 


* The Committee should be structured to facilitate a sustained collaborative 
tocus on the major health needs of Boston residents and to encourage 
ongoing coordination among providers and funding sources in addressing 
those needs 


- The Committee's membership should include representatives of 
hospitals, medical schools, CHCs, health plans, other community 
organizations, consumers, public health departments, and foundations 


eeyiuoes: bs S2neges oe MOQ wet 
(T9b1704Q Hi 


tre eishrvoxg diised si609 ve samuccrshea biswp: bik apikentt') Se” oe 
| | gasoviien | 
bozogoig.2 ya Berlguitecd. of blucte s9aimmo SD pourra fast nonod A we 7 ae 


session! of sepieied oenivA bas Avec tn 2390 ‘Yorste 3 P\ovelé 
to cutee diesen SAfeeway ni oF endiis To e2sgn14 yujirom bas nolfeniinoo. 
ygbiest ACleod 


spetadelou Borgeieve ssyaition! of bse sd buat sore D SAT 
syewoans of brs einstige noo Yo thoen Azlas= sayen on) ne 2u908 | 
yileeetbbe hi e910e2 yoibni bas asbivere gnomes ot hanincDS BToBAC 

ebsen cach 


jo zev¥ifsinsesigan eboise) bivore qi (heed 2sorenns? at 7 
VI FLY M® © sed) 1) enkiq fined gH lode, feoibhsq eereqaod r 
2nenehnuot Sabcelisrinageb mise seug s1ethudIoy coor. eae : 


Report of the Mayor's Health Care Commission 


Ill. Environmental Changes 


The health care delivery system 1s undergoing fundamental changes The Commission 
attempted to identity key market trends and anticipate the further market evolution in 
order to develop recommendations that best position Boston City Hospital and the 
community health centers for the future 


The key trends identitied by the Commission are 


e The growth in managed care plans. Managed care plans now cover 
over 50% of all Massachusetts residents Health Maintenance 
Organizations (HMOs) insure 38% of the population, the highest 
penetration of any state in the country Preferred Provider Organizations 
cover another 12%. The state Medicaid program, which insures almost 
10% of the population, currently enrolls some recipients into HMOs and 
is developing managed care strategies for the remainder The most 
prominent Medicaid strategy is the Primary Care Clinician Program in 
which each recipient chooses a primary care provider who must then 
approve referrals for specialized care, ancillary services, and inpatient 
admissions The state is committed to expanding the use of managed care 
approaches in controlling the cost of care. The growth in managed care 
plans remains high. Clearly, managed care plans will dominate the future 
health care system in Massachusetts 


HMO’s May Soon Cover Over 40% of Mass 


Population 
40% 
30% ae a 
20% 
10% 
0% 
3Q 2Q 2Q 2Q 2Q 1Q 


1988 1989 1990 1991 1992 1993 


* If Medicaid PCCP program is included, the HMO Market Share is 
already over 40% 


* With PPO and POS products, managed care may account for 60% 
to 70% of the market 


HMO includes Group, Staff and IPA models 
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Report of the Mayor's Health Care Commission 


The decline in inpatient utilization. From 1983 to 199]. hospital 
inpatient unlization declined among residents of Massachusetts by 27% 
This decline shows no sign of abating The inpatient utilization for Boston 
residents was 1060 inpatient days per thousand residents in 199] 
Statewide, there were 873 inpatient days per thousand These rates are 
substantially higher than those for HMO patients in Massachusetts or tor 
other parts of the country with high HMO penetration The 
corresponding age adjusted utilization for Massachusetts residents in 
HMOs is less than 600 days per thousand The population-wide 
utilization rates are nearing 600 days per thousand in California and the 
Minneapolis’Saint Paul area and are still declining These two markets 
have been dominated by managed care plans for several years 


Inpatient Utilization Has Declined 
Dramatically 


Days per 1000 


1500 
1300 
1100 
900 
700 
500 

1983 1984 1985 1986 1987 1988 1989 1990 1991 

MA inpatient utilization has declined 27% since 1983 


PPS, managed care and medical practice have contributed to this 
trend 


Source: Universal Healthcare Almanac - using AHA Hospitals Statistics 


Utilization in Boston is Higher than MA 
Average 


Days per 1000 
1200 


1000 


Total MA Total Boston Inner Boston Other Boston 


* Inner Boston includes Dorchester, Mattapan, South Boston, 
Roxbury, & South End Zip Codes - BCH Primary Service Arca 
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Report of the Mayor’s Health Care Commission 


The decline in inpatient utilization in Massachusetts 1s likely to continue 
until the inpatient utilization rate approaches the levels achieved In 
Calitornia and Minneapolis Given that Inpatient utilization among 
Boston residents is higher than the rest of the state. the decrease in 
Boston may be particularly dramatic As a result, the occupancy of 
Boston hospitals could easily decline to approximately 50% of current 
capacity Since BCH is more reliant on Boston residents for its patient 
days, the impact on BCH could be even more significant than at some of 
the other hospitals. 


Inpatient Dependence on Boston Residents 


Pct of Inpatient Days from Boston Residents 
0% 10% 20% w% 40% 50% 60% 70% 80% 30% 
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Hospitals with greater dependence on Boston residents - particularly [nner 
Boston residents - may be more vulnerable to declines in census 


The dominance of prospective payment methods. Throughout the 
1980’s both governmental and private payors shifted from charge based or 
cost based reimbursement methods for hospitals, clinics and physicians to 
prospective methods such as per Diagnostic Related Group (DRG), per 
diem or per encounter payment rates. With more prospective payment 
approaches, the opportunities for shifting costs by increasing charges to 
the charge based payors are declining. Increasingly, these rates are based 
upon industry wide averages and not hospital specific costs. 
Consequently, higher cost institutions, such as BCH, are facing increasing 
pressure. Lastly, the annual increases in these rates are typically limited 
to the Consumer Pnce Index or to an index which is more clearly related to 
medical price inflation. In the case of governmental insurance programs 
such as Medicare, the annual adjustment ts usually less than inflation. 
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Report of the Mayor's Health Care Commission 


These trends will produce substantial chanyes in the marketplace 


¢ Hospitals will face substantial financial pressures Despite efforts to 
retain and increase volume, most hospitals will share in the overall decline 
of both patent days and discharges Efforts to compensate tor a volume 
driven decline in patient revenues by increasing charges will become less 
ettective as prospective payment methods dominate Price competition 
will further reduce hospital revenues Since a substantial portion of a 
hospital's costs is fixed, at least in the short run, hospital managers are 
likely to accept pricing arrangements with HMOs and PPOs below their 
average costs While many Boston hospitals are in strong financial 
positions today, they are facing several challenging years ahead -- at least 
until the excess hospital capacity is eliminated through downsizing or 
facility closures 


e Primary care providers will become increasingly important Primary 
care providers are usually defined as general internal medicine, family 
practice, and pediatric specialties. Often obstetrics/gynecology specialists 
are also considered primary care providers. Within managed care plans, 
pnmary care providers play a critical role in managing and coordinating the 
care of patients. 


Increasing penetration of managed care has led to increased demand for 
primary care physicians and rapidly increasing salaries for primary care 
providers Starting salaries that recently were as low as $60,000 to 
$70,000 for general practitioners are now well above $100,000 
Organizations purchasing primary care physician practices are often 
paying between $200,000 and $300,000 per physician 


Under a capitation based payment methodology, higher salaries 
compensate pnmary care physicians for both the services they provide 
and the unnecessary services they avoid through their case management 
services. Within the fee-for-service structure, it 1s more difficult to 
compensate a primary care provider for these case management services. 
As noted above, annual adjustments to fee-for-service payments rarely 
exceed inflation. Providers who remain predominantly dependent on fee- 
for-service contracts will incur increasing costs of matching the salary 
increases of pnmary care providers without a similarly increasing source of 
revenue. Consequently, pnmary care providers, including the community 
health centers, face increasing financial pressure to accept and develop the 
capability to manage capitation contracts. 
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Report of the Mayor's Health Care Commission 


¢ Health care providers will form vertically integrated delivery 
systems. These systems will include pnmary care providers, specialists, 
hospitals, home care services and a vanety of allied health professionals 
These systems may provide health care services though a contract with 
established insurance companies or may otfer services and health insurance 
directly to consumers 


Currently, the majority of health care providers are organizationally and 
financially independent. Referral relationships among providers are ad- 
hoc and informal. Most providers have contracts with many insurance 
companies and managed care plans. Group and staff model HMOs such as 
Harvard Community Health Plan and Fallon Community Health Plan 
currently have vertically integrated provider delivery systems While 
delivery systems of independent health care providers prospered under the 
fee for service systems of the past, the growth of managed care will drive 
the development of vertically integrated delivery systems 


When health plans enter a marketplace, they typically establish broad and non- 
exclusive provider networks. Most physicians and hospitals obtain contracts 
with many health plans and rarely does an individual health plan account for more 
than a small portion of a provider’s volume. The primary competition for these 
HMOs and PPOs has historically been traditional indemnity insurance plans As 
the penetration of HMOs and PPOs increases, they begin to compete against 
other managed care plans. Consequently, their emphasis on cost control increases. 
and they begin to bargain with providers more aggressively. Health plans look to 
lower their cost by obtaining discounts in what they pay providers and reduce 
their risk through such mechanisms as capitated payments. In return for 
discounts and assuming greater risk, hospitals and other providers demand a 
greater share of patient referrals. In order to accommodate these demands, health 
plans begin to concentrate their patient care into an increasingly exclusive network 
of providers. 


As hospitals and providers face increasing pressure from declining real rates of 
payment, more will consider accepting greater risk. By accepting capitation 
contracts, providers fully accept the risks of managing the care of patients. In 
order to manage the cost of care, the providers must form an integrated delivery 
network that has the following charactenstics: 


e Sufficient primary care. Primary care clinicians provide a key case 
management and/or gatekeeper role in managed care. The current mix of 
primary care physicians and specialists in the United States is 
approximately 30% primary care, 70% specialists. Under managed care, 
the mix is closer to 50/50. Sponsors of an integrated delivery system must 
invest in building a pnmary care base. 
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e¢ Shared information systems In order to manage the care of patients. the 
network must develop a capability to consolidate and share information 
across all providers within the system Without a shared information 
system, communication and coordination 1s extremely difficult, costly, and 
less etfective 


e Aligned incentives All major participants in the network must work 
together to manage care When the incentives are in conflict, the results are 
diminished If the hospital has an incentive to keep patients in the 
hospital longer and the physician has an incentive to reduce patient length 
of stay, the hospital might do less to assist the physician in locating 
alternative forms of care. When both share the incentive to reduce length 
of stay, they work as a team to locate the most appropriate and lower cost 
alternatives 


Creating such an integrated delivery network is difficult and requires significant 
investment. However, forming a network can make the providers far more attractive 
to managed care plans. Not only does a capitation contract transfer risk from the 
health plan to the providers, contracting with an integrated delivery system simplifies 
health plan administration. A contract with one integrated delivery system can 
replace hundreds of contracts with hospitals and physicians Health plans’ claims 
processing and utilization management bureaucracies can often be reduced or 
eliminated. For these reasons, many managed care plans will prefer contracting with 
hospitals and providers that join together as an integrated delivery network While 
individual providers may prefer to avoid accepting risk, avoiding capitation contracts 
may result in losses in market share and disproportionate reductions in patient 
volume 


The development of these networks are evident nationally -- particularly in 
Minneapolis and California. The following are local examples of network 
development activity 


e The purchase of physician group practices by the Lahey Clinic and Blue 
Cross 


e The formation of large primary care group practices such as the one 
recently announced in the Western Metropolitan Area of Boston. 


e The establishment of affiliation arrangements between Boston teaching 
hospitals and community hospitals such as the relationship between New 
England Deaconess Hospital and the Nashoba Valley Health System. 


e Mergers between hospitals such as Massachusetts General Hospital and 
Bngham and Women's Hospital. 
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Report of the Mayor's Health Care Commission 


For insured patients and providers serving them, these changes are not entirely 
dependent on health care retorm Health care reform will Only accelerate these 
changes, but the direction ot change 1s already well established Even Medicaid 
patients are likely to experience these changes as the state Medicaid program 
implements more managed Care strategies 


However, tor uninsured patients and providers serving them, the impact of these 
changes may be lessened All hospitals serve the uninsured to some degree 
However, in satety net providers, uninsured patients make up a substantial portion of 
the patient volume At Boston City Hospital, uninsured patients represent almost 
40% of all admissions In community health centers, uninsured patients represent 
almost 25% of all patient visits on average. 


[f universal access is substantially achieved, then the uninsured will likely be enrolled 
in managed care plans and the impacts noted above will apply -- including the decline 
In inpatient utilization and the pressure to form integrated delivery networks On the 
other hand, 1f no progress towards universal access is made, the uninsured will be less 
affected by these market changes. Consequently, depending on state or federal 
programs, the pressures of the changes noted above may be felt less by safety net 
providers. Despite the uncertainty regarding whether full universal access will be 
achieved, the safety net providers in Boston should prepare for these changes for the 
following reasons 


e <A substantial portion of their patients are insured and will be atfected by 
the changes noted above. Non-Medicare insured patients (including 
Medicaid) represent over 50% of BCH discharges and over 60% of all 
CHC visits BCH and the CHCs cannot afford to ignore the market trends 
affecting these patients. 


e Although full universal access, in the short term, may be unlikely, there are 
many scenarios that could result in substantial increases in access 
Insurance reform and small business pools could enable a substantial 
number of the uninsured to purchase health insurance without an employer 
or individual mandate. If federal reform falls short, state reform may 
substantially expand access. Recent polls indicate substantial support for 
universal access among residents of Massachusetts. With the effective 
date of the employer mandate passed in 1988 still scheduled for 1995, the 
state legislative and executive branches must address this issue during the 
current year. Lastly, Massachusetts is one of the few states already 
expending significant sums on providing services to the uninsured. The 
state has a $350 million Uncompensated Care Pool that reimburses 
hospitals for care to eligible patients. Reform might either change the 
operation of the Pool or utilize these funds to provide increases in access. 
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Report of the Mayor's Health Care Commission 


Boston City Hospital and the community health centers must continue to devise 
strategies which anticipate these changes in the health care marketplace The 
adjustments required by these market trends are challenging and will require several 
years to complete Other health care institutions are anticipating change and beginning 
to position themselves Organizations that wait until the outcome of reform debates 
is clear may be left behind without any hope of catching up to their competitors 
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Report of the Mayor's Health Care Commission 


IV. BCH Findings and Recommendations 


Boston City Hospital has a proud history of clinical excellence and community 
service dating back to its founding in 1864 A concern for the “sick poor”, some of 
whom were unable to find care in the already overcrowded other hospitals in the city, 
and a strong sense of civic pride in providing medical care to the “ill, poor and 
destitute’ were the major foundations tor BCH's establishment. There are now many 
other excellent hospitals in Boston, all with strong clinical, research and teaching 
programs However, among them, it 1s only BCH that has as the core of its mission a 
special focus on the medically underserved and poor of the city of Boston 
Throughout its 130 year history, BCH has remained committed to providing high 
quality services to this population. Today, almost 90% of the care provided at BCH 
is to Boston residents It is the major provider in the city of hospital care to the 
uninsured. 


Boston City Hospital's emergency and trauma services are second to none in dealing 
with the unfortunate results of urban poverty and violence. BCH continues to 
develop culturally sensitive programs to break down the barriers some of Boston 
residents experience in trying to get health care for themselves and their families Its 
efforts to combat the diseases of urban poverty reach beyond the hospital into the 
community where BCH works closely with other providers to address public health 
problems in neighborhoods across the city 


The BCH campus also serves as a major anchor for economic activity in that portion 
of Boston's South End, an area of the city which 1s undergoing significant economic 
change It employs over 2,200 people. This campus could be the core of a growing 
medical, research and biotechnology community. The efforts of BCH, BU Medical 
Center, the City of Boston and entrepreneurs from the private sector could lead to 
this area becoming a stnking example of economic success in the inner city 


BCH has never wavered in its commitment to provide the highest quality medical care 
to the poor and underserved of the city The Commission feels strongly that the 
residents of Boston have been well served by the existence of a hospital with that 
unique focus and that the need for BCH will continue. It is with that perspective that 
the Commission analyzed the current situation at BCH and developed its 
recommendations for the future. 
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The Commission reviewed data regarding Boston City Hospital's volume trends. 
relative unit Costs, consumer perceptions. market share trends. and referral sources 
In order to preserve its tinancial and operational viability. BCH must achieve the 
tollowing strategic imperatives 


e Implement substantial unit cost reductions 


e Improve the quality of its consumer services and transform its image 
among consumers 


e Expand its primary care base 


These imperatives can be applied to all hospitals However, for the first two 
imperatives, the magnitude of the change 1s greater for BCH For the third imperative, 
BCH ts disadvantaged tn the financial resources it has to invest in primary care Each 
imperative is discussed further below 


Boston City Hospital's Relative Unit Costs 


Utulizing publicly available data on FY 1992 costs from the Rate Setting Commission 
and the Massachusetts Hospital Association, the Commission reviewed estimates of 
the average cost per case mix adjusted discharge for BCH and seventeen other 
Massachusetts nospitals. These hospitals included all Boston hospitals and other 
hospitals serving other urban centers within the state. ! 


The resulting unit costs show that Boston City Hospital has the highest cost per case 
mix adjusted discharge in the city. When mental health and substance abuse 
discharges are excluded,” Boston City Hospital is the highest cost hospital of all the 
hospitals reviewed. Its costs are 16% above the average of the major Boston teaching 
hospitals and 69% higher than the community hospitals in the sample 


Cost per Case Mix Adjusted Discharges 
Exclucling Mental Health and Sulstance Albuse DRGs 
FY 1992 


ICICICISICIE 


Cree 


* BCH is 16% higher than teaching houpital average and 69% 
higher than the community hospital sverage (excluding 
Cambridge) - 14% ahove all hospitals 


| The discharges for each hospital were classified by the All Payor Grouper developed by 3M and 
utilized by the state of New York, Massachusetts Blue Cross, and the Massachusetts Medicaid 
program. Each discharge was weighted for patient seventy using the New York relative weights. 
The data was for fiscal year 1992. 

The case mix classificauons and weights for substance abuse and mental health are often cnticized 
for being too broad and a poor predictor of patient seventy. 
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Report of the Mayor's Health Care Commission 


Some ot BCH’s high relative costs can be attributed to the socioeconomic status of its 
patients Studies have documented that higher income Patients are associated with 
lower costs and lower income patients with higher costs» Howey er, that factor alone 
does not appear to tully justity the size of the cost differential between BCH and the 
other hospitals in the sample reviewed by the Commission 


The average length of stay at BCH is 8% higher than the average of the other 
hospitals, accounting for some, but not a substantial portion, of the cost difference A 
review of costs in a number of specific areas, for example, laboratory, respiratory 
therapy, laundry, and housekeeping, indicated that BCH’s costs were usually much 
higher, on average, than the community hospitals and teaching hospitals 


Another possible explanation of BCH’s high cost per case mix adjusted discharge may 
be that the diagnosis coding at BCH may be inaccurate or that alternate severity 
measures might reveal a higher patient intensity than identified through the All Payor 
Grouper. Regardless, BCH will increasingly bear the burden of proving that it is an 
efficient provider and not an inappropriately high cost provider Managed care plans 
will utilize available information in selecting their hospital partners The analvsis 
used in this report is similar to the type performed by HMOs _ Consequently, BCH 
must: 


e become an efficient provider with lower costs according to these 
measures, 

e prove to the satisfaction of managed care plans that correction of 
coding errors or alternative seventy measures would demonstrate 
that BCH ts not an inappropriately high cost hospital, or 

¢ accept lower payment rates than appear necessary to cover their 
costs. 


BCH should not expect that matching the average cost of the Boston teaching 
hospitals will be sufficient. 


First, BCH does not appear to be primarily a tertiary hospital, as are most of the 
other Boston teaching hospitals. Of the hospitals included in the analysis, it has one 
of the lowest average case mix weights (a measure of the severity of the illness treated 
at the hospital). Except for trauma services and neonatal intensive care, which are 
tertiary services, BCH does not perform many of the tertiary procedures performed 
at other hospitals. Most of these types of procedures are referred to Boston 
University Medical Center. Trauma patients account for only 10% of BCH 
discharges. 


> A study by Dr. Amold Epstein at Bnghain and Women's Hospital found that higher income 
pauents were associated with lower costs and lower income patients with hugher costs. 
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Average Case Mix Index (CMI) 
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* Hospitals with large obstetric volumes show a lower average weight 


Second, because of current consumer perception problems, many managed care plans, 
if faced with the choice of BCH or one of the other major teaching hospitals for the 
same cost, may choose the other hospital. In order to undertake the risks of 
overcoming consumer perceptions of BCH, the managed care plan will require 
significant cost savings relative to the other hospitals 


Based on these considerations, the Commission believes that BCH must achieve cost 
reductions in its inpatient operations of between 20 and 30% Given total inpatient 
costs of approximately $100 million, this would equate to annual cost reductions of 
$20 to $30 million. A 30% reduction would result in BCH’s average costs being 
lower than all Boston teaching hospitals but higher than all the community hospitals 
in the sample. This does not take into account additional cost reductions necessary to 
adjust for declining patient volumes nor those necessary to match the aggressive cost 
reductions being considered by other hospitals. Consequently, this estimate may be 
conservative. 


Cost reductions of this magnitude will be difficult to achieve) They must be 
accomplished without reducing the quality of clinical care or the quality of consumer 
services. Several studies have been performed at BCH to estimate potential savings 
opportunities through improving departmental productivity. The largest savings 
opportunity identified was $24 million and most studies identified substantially less. 
To maximize productivity improvements, department operations must be 
fundamentally re-engineered. Furthermore, reductions in the utilization of hospital 
services per patient must be pursued. BCH must explore ways to reduce average 
length of stay and the utilization of ancillary tests and procedures. These type of re- 
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Report of the Mayor's Health Care Commission 


engineenng and utilization improvements will require both one time and On-going 
investments in information technology and system wide processes which affect 
multiple departments The Commission believes that this investment must be made 


Boston City Hospital’s Consumer Image 


The consulting team assisting the Commission conducted a series of communitv 
Interviews among groups representing the populations served by BCH and the 
community health centers The groups included both people who currently use both 
BCH and the community health centers and those that do not Participants in the 
interviews included the homeless, linguistic minorities, recent immigrants, African- 
American males, AIDS patients, “high risk” women, adolescent mothers, senior 
citizens, outreach workers and direct care givers serving these populations The focus 
of the interviews was to understand the participants’ perceptions of the current 
system and providers, and how they might utilize the health care system in the future 
While the interviews were not intended to produce a statistically reliable result, the 
tindings regarding the perception of BCH were pantcularly dramatic. 


An overwhelming number of participants indicated that they utilize BCH only when 
they have no other choice. Many of the participants clearly believed that if they had 
no insurance, BCH was the only hospital that would treat them” Many also stated 
that if they had insurance, they would use another hospital. Assuming that these 
participants are representative of BCH’s target consumers generally, BCH risks a 
substantial loss in patient volume if health reform results in substantially increased 
access and choice of providers. The losses could be proportional to the volume losses 
incurred by BCH when the Medicare and Medicaid programs were initiated. These 
programs increased access and choice to the elderly and the categorically needy In 
the early 1960's, BCH’s average census was nearly 1000 occupied beds Today, 
BCH’s average census 1s between 220 and 260 occupied beds. 


Supporting this finding is an analysis of BCH’s market share trends The 
Commission examined the market share trends for BCH by payor within its primary 
service area. BCH’s pnmary service area includes the South End, South Boston, 
Roxbury, Dorchester, and Mattapan which together account for 73% of all BCH 
discharges. 


* The participant's understanding of the Free Care policics of other hospitals and the availability of 
reimbursement through the Free Care Pool was extremely limited. 
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BCH Discharges by Area for 1991 


dation == rae Beane 
Sorcresier S 


Soutn 13% Dorenester 
Boston 23% 
ay 


Primary Mattapan 
73% chee = 1 


Secondary 


13% Soutn End 


16% 


Primary area includes 
- Roxbury - 02119, 02120, 02121 
- Dorchester - 02122, 02124 02125 
- Mattapan - 02126 
- South End - 02118 
- South Boston - 02127, 02210 


BCH has the largest market share and accounts for 26% of all discharges for residents 
from its primary service area. For the period 1988 to 1991, BCH’s volume of 
discharges from this service area was nearly constant. Given that, for the market in 
general, discharges increased at slightly less than 1% per year, this resulted in a slight 
loss in market share for BCH. However, breaking down the trends by payor 
demonstrates that BCH dominates its primary service area among uninsured or “self 
pay’ patients and 1s rapidly gaining market share. For insured patients, BCH is losing 
market share This data dramatically supports the findings of the community 
interviews Uninsured patients, who appear uncertain that they will be accepted for 
treatment at other hospitals select BCH. Insured patients are less likely to select 
BCH and are increasingly choosing other hospitals 


1988-1991 BCH Primary Service Area 


Market Segment BCH Market Share BCH Annual Market Annual 
Growth Rate Growth Rate 

Total Pnmary 

Service Area 26% 0% 1% 
“Self Pay” 61% 5% -1% 
Medicaid 32% -3% 2% 
Medicare 15% -4% 2% 
HMO 9% 6% 17% 
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Report of the Mayor's Health Care Commission 


None of the interviews conducted or surveys reviewed by the consulting team 
indicated a problem with the quality of clinical services performed at BCH The 
trauma and maternal and child services at BCH were often viewed extremely 
positively by the community interview participants However, several sources 
suggested signiticant deficiencies in what can be classitied in consumer services 
Foremost among these were the cleanliness and security of BCH campus The age 
and appearance ot the physical plant were noted in several staff and community 
interviews. The new hospital building should alleviate or eliminate that issue for 
inpatient services but not for outpatient services Administrative systems such as 
registration procedures were often described as cumbersome for patients Complaints 
were voiced regarding the behavior of staff, the difficulties in obtaining an 
appointment and the availability of translator services 


The nsk to BCH of expanded access to affordable health insurance 1s profound To 
survive, BCH must change the perceptions of consumers so that they will 
affirmatively choose BCH over other institutions. Changing consumer perceptions is 
extremely difficult and cannot be accomplished overnight. Therefore, BCH must 
begin immediately to improve consumer perceptions by improving the quality of its 
consumer services. The new inpatient building will help, but unless itis followed up 
by sustained improvements, its effect will be short-lived. 


BCH should also continue to work to build loyalty among particular segments of the 
communities it serves. For example, BCH has recently opened the Latino Health 
Clinic in which all providers and staff speak Spanish fluently BCH has also begun 
several other “cultural ennchment” initiatives for Hispanics, Haitians and other non- 
English speaking minorities. These efforts should be emphasized, advertised and 
expanded By meeting the unique needs of these large and growing segments of the 
population of Boston, BCH can build the consumer loyalty it requires in order to 
survive 


Improving the level of consumer services and creating new programs may not be 
enough. Consumer perceptions are slow to change. The time required to both 
improve services and change perceptions may be longer than the time available to 
BCH. A dramatic change which signals to the community that BCH has transformed 
itself may be key to accelerating changes in consumer perceptions. 


Building a Primary Care Base 


Over three quarters, or 77%, of patients admitted to BCH arrive through the 
emergency department. While some of these may be due to current administrative 
procedures for admitting patients selectively, it does appear that a large number of 
BCH’s patients have had no prior contact with a health care provider. If access is 
expanded and managed care 1s increased, a substantial number of these patients may 
be directed by their primary care providers and health plans to other hospitals or 
ambulatory care locations for their urgent and non-trauma emergency care. 
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Report of the Mayor's Health Care Commission 


In a survey of patients admitted during August of 1993. only 33% reported any prior 
contact with a health care provider related to that admission Again, if access ts 
expanded and managed care increased, the remaining two thirds may be directed to or 
choose other hospitals for their care Only 10% of patients in this survey reported 
prior contact .with a community health center This suggests that the referral 
relationship between BCH and the CHCs 1s weak Information from the community 
health centers also suggests that the volume of referrals from CHCs is very low 
Given the similarity in mission for BCH and the CHCs. this finding appeared 
particularly significant 


The Commission reviewed data on the relationship between primary care referral 
sources and inpatient utilization The projected number of primary care physicians 
within BCH’s referring network necessary to maintain its current census is between 
80 and 100 primary care physicians” The medical staff at BCH was asked to assess 
the number of full time equivalent primary care physicians either on staff or referring 
to BCH from community health centers Their estimate was less than half the 
estimated required number 


Primary Care Physicians Required Within 
the BCH Network 


150 
Average Daily Census 


* Assuming inpatient utilization of 600 inpatient days per thousand population and one pnmary care 
physician per 1500 patients. No allowance is made for patients. who would appropnately be 
admutted through the ER in the future. Making tlus allowance would decrease the number of 
pnmmiary care providers required. No allowance ts made for patients referred to other institutions for 
specialized care which would increase the number of physicians required. 
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Report of the Mayor's Health Care Commission 


These estimates are necessarily imprecise However, they indicate the magnitude of 
BCH's task Building a stronger primary care base ts a challenge tacing all hospitals 
BCH has some advantages First, it has a proportionally larger primary care staff in 
its own Ambulatory Care Center than do most Boston hospitals have in their 
outpatient departments Second, its residency programs place a substantial number of 
the primary care physicians who practice in urban neighborhoods and health centers 
Its disadvantayes include its market image, its limited current referrals from 
community health centers and perhaps most imponantly, its limited funds to invest 
in building its primary care network 


Many health care providers and insurers are spending substantial sums to build their 
pmmary care base. BCH must make similar investments. These investments include 
recruiting physicians directly and making investments in community health centers 
Community health centers have substantial investment requirements for facility 
improvements, physician recruitment and retention as well as for the information 
technology and managerial expertise required to obtain and manage HMO contracts 
Many community health centers require substantial financial and managerial 
assistance in making these investments. As CHCs look to join integrated networks 
with hospitals, they will be looking for partners to provide some of that assistance. 
Given the shared missions of the community health centers and BCH, they would be 
likely partners in such a network. However, if BCH cannot provide the necessary 
assistance, the community health centers may be more likely to look to other 
hospitals for such partnerships. BCH’s patient volume may decline to a level too 
small to support efficient operations if they are unable to attract a substantial share of 
the CHCs primary care capacity into its network. 


These challenges are substantial. They will require a formidable effort on the part of 
the management and staff of BCH as well as fundamental changes in the structure of 
BCH and its relationships with other health care institutions. The city contribution 
to the costs of Boston City Hospital must continue as BCH implements the major 
changes necessary to ensure its future viability. The Commission believes that a 
commitment for a fixed level of subsidy over a finite number of years will provide 
BCH with transitional support and incentives to decrease costs. In order to make the 
changes recommended by the Commission, BCH will also need to make significant 
one-time investments in areas such as departmental re-engineering and primary care 
network development. Such an investment fund must be developed. 


Alternative Forms of Governance 


BCH is currently structured as a department of city government. This structure 
impedes effective management in the areas of labor management, supplies 
management, establishment of organizational incentives, decision-making, and building 
relationships with other providers. Efficiency in all of these areas is cntical to BCH’s 
successful implementation of the major changes described in this report. 
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Report of the Mavor’s Health Care Commission 


Nearly 80°o of the non-nursing employees of BCH are covered by civil service 
regulations The Civil Service regulations are often barners to creating necessary new 
job descnptions, adjusting salaries to market conditions and motivating employees [n 
addition, most employees are covered by unions with city wide Dargaining units 
Consequently, many labor relations functions are handled by City Hall for the city as 
a whole rather.than specifically for BCH The labor concerns of BCH management 
are otten diluted by the concerns ot other departments and general political pressures 
The bewildenng overlap of union rules and civil service creates confusion over the 
rights of employees and management These factors and the general pressures on 
public employment produces the following problems for management 


e Non competitive wage rates where payment for skilled employees 
are generally below market rates and for unskilled employees are 
above market rates. 

e Difficulties in hinng and retaining key management personnel 

e Barriers to effective employee motivation 


e Delays in creating new positions and adjusting wages to market 
conditions 


BCH operates under municipal procurement regulations and encumbrance procedures. 
The procedures often result in higher costs at BCH, hoarding of supplies by staff to 
avoid stock-outs, and considerable management time spent trying to troubleshoot 
problems 


The City Council approves separate expense and revenue budgets for BCH Separate 
consideration of revenues and expenses often leads to destructive cost reduction 
efforts where the resulting revenue decline exceeds the expense reduction There are 
limited incentives to maximize revenues or institute efficiencies, since it will not result 
in relaxing budget constraints. Lastly, any excess of revenues over expenses is not 
retained by BCH Consequently, management cannot accumulate surpluses for 
investment. 


BCH management decision making is subject to multiple approval levels for each 
decision. For major decisions, the City Hall administration and City Council must 
review management’s recommendations. This results in long approval times and often 
micro-management of relatively minor operating issues. 


It is the Commission's view that the current governance structure contributes to 
BCH’s high cost position and makes it more difficult for BCH to reduce costs as 
required to become more competitive as well as to respond effectively to potential 
volume decreases. It also represents a substantial barrier to BCH’s ability to 
improve consumer services. The current departmental structure also provides BCH 
with much less flexibility in making investments in its primary care base and in 
participating in joint ventures. 
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Report of the Mayor's Health Care Commission 


A wide variety of options for changes to the governance structure were considered 
First, the department structure could be retained with selected reforms in areas such 
as procurement, budgeting and revenue retention Second, the hospital could be 
converted to an authority or public benefit corporation Lastly, BCH could be 
reorganized as a not-for-profit corporation 


These options can be considered as a continuum. Each option can be structured and 
modified in an infinite number of ways. Moving along the continuum from a 
department to an authority or public benefit corporation to a not-for-profit provides 
management with greater flexibility and autonomy to meet the challenges facing 
safety net hospitals. It is possible for an authority or a not-for-profit structure to 
provide similar levels of flexibility and autonomy, depending on the details of the 
authority structure as determined by the enabling legislation and the political 
relationship that evolves between the new entity and the city government. One issue 
that may be an important distinction between the two, however, is the ability of the 
new entity to merge with another not-for-profit organization. Since an authority is 
still a governmental body, a merger may be very difficult to accomplish with that 
governmental structure. An intermediate step between an authority and not-for-profit 
would be a public benefit corporation. This would be a unique corporate structure 
specifically defined by the enabling legislation and would not follow the existing forms 
of incorporation currently established by Massachusetts law 


To evaluate the risks and rewards of each model of governance, the Commission 
reviewed the experience of other safety net hospitals across the country. These 
safety net hospitals included examples of each model. The consultants working with 
the Commission also interviewed senior managers at several of these hospitals to 
understand their experiences and perspectives regarding alternative forms of 
governance. 


Almost every manager interviewed recommended conversion to at least an authority 
form of governance. They cited their prior experience with many of the factors noted 
above as those requiring greater flexibility and autonomy. They gave numerous 
examples of the improvements that resulted from improved labor and supplies 
management as well as from clearer incentives and more efficient decision making 
processes. An analysis of the cost per adjusted discharge (including adjustments for 
case mix and local wage rates) for a sample of safety net hospitals showed that 
average adjusted cost per discharge was 10% lower for safety net hospitals under the 
authority form than for hospitals which operated as a department of government. 
The average cost for those hospitals under a not-for-profit form was 17% lower than 
for departments. 


The primary concer expressed about providing safety net hospitals with greater 
autonomy is the potential that they would abandon their mission of serving the 
underserved. Each hospital studied, including those converted to an authontty or a 
not-for-profit corporation, continued to receive a subsidy from the county or 
municipal government. Through this annual subsidy, the local governments ensure 


25 


Howzinime > 


we Lec sti 0 

Wa 4 : 

) ‘ aide ‘ 

bstabiend> S189 SuIMn 14 a bcoedahb 4 ett Abies oe Aaearpied ha | 

faue esy7a nv aro tet Mip 722 Se ta Darivgaey bios Bags 7 WaT aan eee er dew’ ri 

od blues Isngzotest tiro252) Sb aaame a nave) bag gclogiumd eemeEIeTS ¢s <? 

wd blues MDE Khan) aoMnogigs MemaG 2)'duq 70 EE Re Bt BANS: 
Polls tog i> Hleog- sce 


tiie bes! ounte 96 hed CGD eee maior £26 byvabrenos/s4 asd HOt 


Bb moi partes oh wet nivcht gysw Yo wodmis sviciiet in . : 


e 4 


igs 


Folsize a Baise: $0) agiyd tftensd silduq 10 note Pa ct InSretE ree 

anirs? esgrstiprls otf! {96 @? ynonotes brs yiilidixo't 107697R iw 1 pier a : ah 

on} s1upowit Morgertenge 620 Pinotivk ne 1! sidizeon ai T Hekigacd jon visdez re 
ustsh of Hon lbaagad .ymonone bis Cilsiesh % etavel whee Avery _ 


a 
Tel Gee Le cote eae ' griiduns oft yt benintisiod Ba SivsleMs yi noes, ‘70 


’ 

jai sO 1aecirierag. Biagt bos yrans wan orl) mesveiod zyviove Jers denotes 
“%o vitide alta sawed woul or aeberied nouatae nore at od yam. Jet 
Weds ne SOME ARasinag iio Maen © Hons tiv ggrorm DF yin won 
rsili tie danQmovog he Meira %254 sd yern tegen 5s. .ybos Intnemmsvog 4 ie = 7 

er c-ion bon en Ae paw isd qe sigibeursini ie = stysounte elegant vOg 
syolounts smo qos Sup € od Glow sfT potteroqroo ifianed sildug & 90 Slvow 
ecg a sar wolonigtiahiow boc svghe a0 tidgas oni ye baitileb yileathoeqe 
wal stwautosr2aM yd yavitiidates vine ndumoqwo ani to 


4 


~ nay josmemvay Io tobom Aang-do ehroen bos eden oct staulsve oT 


no mann iti 


anol T ati suit azosae Alatiqued ren viriee Vio To oon hopes or bowsives | 
dia) griise » destusdor ed lho hia ails 5 beby lori 2lengqedd. wa yisiee 7 
op lens? se97l Yo (etgee on, ewan iomnee boy's) 192m org 0 noigaimnod an : 
‘o amie) s-vaotsile Boliiger asvioeqeig bre raansizeges tigth Brewasbny 
 somitsvoR 


bsbaymumess7 Bowron: aoysasm 9 sei 
setae wird wens bale yea 430) fp \ ae 
beet yuiidixal vicars, noe ae a 
ampine 


Anoiiua os sabe OF PORN 
beta eyoines Ht 40, vent ‘ 
aucrsmun BVEg yet umn 
eo iteegue Cima ‘oda besvergiiiymert Baylaass, apt 
oni ‘ort. 9R190B eh sim Bae sav unds 

14] pera ty) a 

tadt bewore vi 

oi) vabris slag Hf 


bw ie 9d 


Why uw zleti 
af) Brive to A apa 
#70 YeMoties: ne or b ald 
10 Oh iaght ordi. (0% cr . 
orienta rinsmasy lado 


Report of the Mayor's Health Care Commission 


that the hospital remains committed to its mission The experience of not-for-profit 
safety net hospitals such as Francis Scott Key in Baltimore, the Regional Medical 
Center in Memphis and Truman Medical Center in Kansas City show that greater 
managerial autonomy did not result in the loss of the mission of these hospitals 
Each of these institutions have been a not for profit hospital for at least ten years and 
continue to serve the underserved in their communities 


In the analysis of safety net hospitals noted above, hospitals under all forms 
continued to provide substantial services to Medicaid and uninsured patients The 
average “indigent ratio” - the percentage of patients either uninsured or Medicaid 
patients - was approximately 70% for all forms of governance, including the not-for- 
profit alternative. 


It is the Commission’s view that a change in governance structure is cntical to BCH’s 
ability to implement and sustain the changes necessary to ensure its future viability 
Conversion to either an authority, public benefit, or not-for-profit corporation status 
can be designed to maximize the potential for BCH’s success while protecting its role 
as a safety-net hospital 


Collaboration and Integration Strategies 


Collaboration and integration with other hospitals could provide BCH with significant 
cost reduction opportunities through economies of scale, avoided capital investments, 
and management expertise. Collaboration and integration approaches could also 
improve BCH’s consumer image either through signaling fundamental change or 
through “borrowing” the image of a partner institution. Collaboration or integration 
partners could also assist in building BCH’s primary care base through financial 
assistance, medical staff recruitment and managed care expertise. Potential risks of 
collaboration and integration strategies include the addition of overhead costs and 
organizational complexity, misalignment of incentives with partners leading to 
disagreements and delays, and the diversion of mission or market focus. 


The Commission considered several alternative collaboration and integration strategies 
for BCH including: 


e Establishing a series of clinical joint ventures with several of the Boston 
Teaching Hospitals and thereby leveraging the clinical strengths of each 
institution 


e Creating a strong strategic affiliation and partnership with a single partner 
where each would attempt to operate as one economic entity yet BCH 
would retain its own corporate identity and fiscal autonomy 
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Report of the Mayor’s Health Care Commission 


e Merging with another hospital to create a unified corporate structure with 
one set of financial statements, unified systems and procedures and a 
single management team 


Each collaboration and integration option involves some of the benefits and risks 
noted above However, full integration, including creating a single corporate entity to 
operate BCH and its partner, maximizes the advantages while minimizing the nsks A 
single “bottom line” and unified management will facilitate the maximum cost savings, 
provide a dramatic symbol of changes at BCH and will remove barners to investment 
in BCH’s pnmary care network. 


Boston University Medical Center (BUMC) is the obvious choice for an Integration 
partner. Its location adjacent to the BCH campus provides the greatest opportunity 
for shared services. The institutions already share medical staff and have a long 
history of close collaboration. Boston University School of Medicine is at both 
hospitals. The services provided at the two institutions are complementary. BUMC 
is also dependent on BCH for some of its teaching programs and patient referrals 
BUMC’s willingness to invest in BCH should be greater than other Boston Hospitals 


One consulting study performed for BCH and Boston University Medical Center 
(BUMC) estimated the consolidation savings for both institutions to be at least $8 
million annually. BCH plans information technology investment of nearly $3 million 
over the next two years. Several of these investments have already been implemented 
at BUMC and could be avoided if BCH and BUMC merged. A consolidated 
managerial expertise could also contribute to achieving the efficiency savings noted 
above. 


Recommendations 


I. Boston City Hospital (BCH) must continue to strengthen its role as an urban 
safety net hospital, dedicated to providing high quality services to meet the 
health care needs of all residents of Boston, regardless of their ability to pay 


II. There should be a fundamental change in the governance structure of Boston 
City Hospital. The governance structure should be converted to that of either a 
public authority, public benefit corporation or non-profit corporation. 


A. The change in governance structure should begin immediately in order to 
facilitate an increase in BCH’s operating efficiency and to allow it to meet 
the challenges of the changing health care marketplace. 


B. The change in governance structure must be designed to assure BCH’s 


continued special treatment under Medicaid and other reimbursement 
programs. 
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Report of the Mayor's Health Care Commission 


The change in governance should be designed to allow for the development 
of formal affiliations with other institutions as described in 
Recommendation VI 


HI. The City of Boston's financial support to Boston City Hospital must be 
continued through a contract for medical services for the underserved 


A 


G 


For the first five years of operation under a new governance structure, the 
contractual support should be set at least at the level of unreimbursed 
costs currently projected to be incurred by BCH under its present form of 
governance. 


After the first five years, the annual contractual support should be re- 
evaluated in light of the impact of state and federal health reform and 
universal access. To the extent that there are still underserved 
populations, the subsidy should be determined based upon such cntena as 
— Per capita payments for uninsured persons where feasible 
— Per encounter payments based upon revenue shortfalls for an 
“efficient provider” 
— Specific payments for unique “safety net” services - eg 
» MD Fee subsidy 
» Social work services 
» Translator service 
» Trauma service 


The City of Boston should contract with BCH to provide the Emergency 
Medical Services as long as the reimbursement advantages of such an 
arrangement persist. 


In order to encourage community health centers and community health center 


networks to join Boston City Hospital’s pnmary care network, the following 
steps should be taken: 


A. 


Community health centers which operate under BCH’s license should be 
required to participate in BCH's primary care network through formal 
contracts which identify the specific obligations of all parties. 


City of Boston investments, such as capital funds, should be targeted to 
community health centers that join the BCH network. 
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Report of the Mayor's Health Care Commission 


V [In addition to annual contractual suppon, Boston City Hospital requires a one- 
time investment fund. Estimates for this range from $20 to $25 million 
Federal, state, city, private and foundation sources should be sources for this 


fund 


Examples of uses of this fund include. 


development of an expanded primary care network 
» Investing 1n community health centers (CHC and hinng 
physicians) 
Operations re-engineenng 
development of information systems 
other facility improvements (e.g., parking space and Ambulatory 
Care Center renovations) 


VI Boston City Hospital should enter into negotiations toward full integration 
with Boston University Medical Center (BUMC). 


¢ This should be pursued simultaneously with efforts to change the 
govemance of BCH 


¢ Among issues to be negotiated: 


Size and structure of the annual city contract 

Responsibility for BCH debt 

Investment in primary care network within Boston 

On-going commitment to the underserved of Boston 

Specifics of corporate structure (e.g. does BCH remain a separate 
corporation with a holding company or are the corporations 
merged) 

Opportunities to combine services 

Opportunities for cost reductions 

Research and education 
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Report of the Mayor's Health Care Commission 


V. CHC Findings and Recommendations 


The Columbia Point Health Center in Boston (now the Geiger-Gibson Community 
Health Center), was the first community health center in the country when it was 
established in 1965 Columbia Point and the other health centers in the city were 
founded in response to concerns over the dramatic shortage of primary care 
physicians. There are now twenty five community health centers in Boston 
providing nearly | 2 million visits a year to the residents of the city’s neighborhoods 
The majority of the patients served by the health centers are poor and often have 
significant needs in addition to health care. Many health center clients are recent 
immigrants who may find gaining access to health care in Boston daunting. The CHCs 
are an integral part of their neighborhoods and often provide social, vocational, 
housing, educational and recreational services in addition to health care. The 
Commission recognizes the vital role of the Boston community health centers and 
believes that their role must be maintained and supported. 


The growth in managed care and the development of integrated delivery systems 
provide significant opportunities for Boston’s community health centers. The critical 
case management function of primary care providers, the emphasis on prevention and 
primary care under capitated payment systems, and the primary care clinician’s 
growing influence over referrals, all provide the health centers with the potential of 
playing a crucial and central role in the evolving health care market 


With the assistance of the consultants, the Commission reviewed the structure of the 
Boston community health centers, their reliance on patient generated and grant 
revenues, the financial position of the centers, and the competition among health 
centers and hospitals. 


Independence of Community Health Centers 


One of the primary features of the corporate structure and culture of the community 
health centers (CHCs) within Boston is their independence. Historically this 
independence has sustained and supported the health centers in their important role as 
community institutions dedicated to providing a wide range of health and social 
services to the poor and underserved of Boston. 


Boston has twenty-five (25) health centers: fourteen (14) freestanding, independently 
licensed community health centers, four (4) licensed by Boston City Hospital and 
seven (7) licensed by private teaching hospitals. Freestanding CHCs are govemed by 
representative community boards and have a long tradition of being financially and 
programmaticaly autonomous. Also, as a practical matter, the BCH licensed health 
centers operate with virtually complete independence and maintain autonomous 
community boards with full budgetary and programmatic control.. Because of their 
independence, both the freestanding and BCH licensed CHCs have historically 
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maintained referral and other programmatic relationships with multiple hospitals In 
many ways, they operate similar to community private practice physicians with 
voluntary and multiple relationships with hospitals 


The seven private teaching hospital-licensed CHCs are the only health centers within 
Boston which are not independent of other organizations Typically, they are 
managed as departments of their licensing hospital, and few, if any, operate as 
independent business units with their own bottom lines 


Boston Community Health Centers 


Freestanding and Hospital - Licensed 


standing - 14 BCH - Lic, 4 iv OSDI 


. Boston Evening Medical Center . Codinan Square Brigham and Women’s Hospital 
. Dunock CHC . Dorchester House 1. Brookside 
Fenway CHC 2 East Boston CHC 2. Southern Jaanaica Plain 
. Geiger - Gibson CHC . South Boston CHC Carney Hospital 
. Harvard Street CHC 3. Bowdom Street 
. Joseph M. Simuth CHC 4. Little House 
Mattapan CHC Children’s Hospital 
. Neponset CHC S. Martha Elliot 
9. North End CHC auikner Hospual 
10. Roxbury Comprehensive CHC 6. Greater Roslindale CHC 
11. South Cove CHC Mass General Hospital 
12. South End CHC 7. Bunker Hill CHC 
13. Upham’s Corner CHC 
14. WAuttier St. CHC 


1 
2 
3 
4 
S 
6 
i 
8 


As the CHCs become more involved with managed care and integrated delivery 
systems, the existing independence of the freestanding and BCH licensed health 
centers may be difficult to sustain. The same financial and market pressures being 
faced by solo practitioners and unaffiliated providers within the health care system 
will be experienced by those health centers that seek to maintain their traditional 
independence. 


Reliance on Patient Care Revenues | 


Over the past fifteen years, health centers have become increasingly reliant on patient 
generated revenues as their major source of support. Since 1979 the CHCs reliance on 
patient fees increased from 48% to 75% of their total health services related revenues. 
Grant support from federal, state, and city public health programs as well as private 
and foundation sources has grown at less than inflation while revenues from Medicaid, 
Medicare and other third parties have grown seven fold since 1979 
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In the past, the reliance on patient generated revenues vs grants has varied amony the 
community health centers BCH and private teaching hospital licensed health centers 
have been more dependent on patient generated revenues They received preferential 
reimbursement from their status as a hospital clinic and also qualified for 
reimbursement from the hospital based Uncompensated Care Pool These advantages 
have diminished as reimbursement rates have equalized between hospitals and 
community health centers. In addition, since 1992, the freestanding CHCs have been 
eligible for payment from the hospital based Uncompensated Care Pool To 
compensate for the historical constraints on patient revenue sources, the freestanding 
CHCs have pursued grant funding and remain more dependent upon this source of 
funding than the hospital licensed health centers 


Looking forward, the constraints on grant funding sources will likely continue 
Absent reform, government budget constraints will result in overall funding levels 
which will be unlikely to exceed inflation. Even with reform, any increase may be 
short lived, within President Clinton’s health care reform proposal, the new funding 
for “essential providers” and other special programs for the underserved are descnbed 
as transitional funding to enable eligible providers to prepare for a role in the general 
healthcare marketplace. Consequently, any new source of funds for CHCs will likely 
be generated from patient revenues. 


Traditional patient revenue sources, particularly rates of payment under fee for 
service will also be limited. Prospective payment methods and competition will limit 
fee increases and place pressure on operating margins. However, the expansion of 
managed care and the trend toward integrated delivery systems change the way other 
providers view primary care operations and offers the CHCs opportunities to secure 
ongoing, reliable, sources of revenue. For instance, while the private Boston hospitals 
have supported their own licensed health centers, they have historically been a minor 
source of support for the free standing CHCs, $1.8 million in 1992. This could 
change dramatically. For hospitals and CHCs choosing to join together in integrated 
systems, hospitals will be more likely to view the health centers as partners and 
provide funds to them as strategic investments. In return for such investments, these 
hospitals will require closer, more exclusive relationships and full participation in their 
integrated delivery systems. 


Financial Strength 


The Commission reviewed the financial status of the fourteen free standing health 
centers and its impact on their ability to maintain their physical plant and equipment 
as well as recruit and retain primary care physicians. 


A review of the revenues over expense margins for twelve of the freestanding CHCs 
for the three year period FY’90 through FY’92 showed that, overall, operating 
margins have declined from an average of 5.9% in FY’90 to 4.6% in FY’92. Given the 
grant funding and reimbursement trends noted above, this finding was not surpnsing 
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and margins will likely continue to decline. These margins are the CHC's primary 
source of funds for investment in plant and equipment These investments are critical 


to the provision of quality care and to a quality consumer Image They cannot be 
delayed indefinitely 


Freestanding CHC 


Excess Revenues Over Expenses 
Average FY90 - FY92 


Margin % 


FYSO FY91 PE: 


* Overall, CHC margins are declining 


* Over ime, margins must be sufficient to finance replacement and growth of plant and 
equipment and working capital while maintaining reasonable debt ratios 


* Factors driving increasing investment include inflation and volume growth 


Source, RSC Crest Kepawte Data etluce Boston Ewetany Meum al Center aid Nepadiset Health Cotter due to lack of lata forall § wart 


In spite of the declining margins, several of the free standing CHCs have made 
significant investments in their plant and equipment over this period. Overall the 
average age of plant and equipment for the free standing CHCs declined from 9 to 8 
years from 1990 to 1992. For the nine freestanding CHCs which own there own 
buildings, the average declined from 9.7 to 6.0 years during this period. However, 
even this rate of investment is inadequate. Many of these health centers require 
substantially more investment to catch up to past delays in plant maintenance and 
equipment purchases. Improvements in margins are critical to support this 
investment. 
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Freestanding CHC 


Average Age of Property, Plant and Equipment 
FY90 - FY92 
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CHCs have not been replacing equipment CHCs tn owned space have been 
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The capital needs of the CHCs have been recognized by the City of Boston and the 
Conference of Boston Teaching Hospitals. Both are involved in efforts to assist the 
CHCs in capital formation. Much of the proposed support is in the form of credit 
enhancements. These enhancements will provide much needed support to the health 
centers. However, many of the health centers will continue to be unable to meet the 
cost of any increase in debt for building improvements or equipment upgrades Only 
one of the six Boston CHCs who reported their planned capital investment in a 
survey reviewed by the Commission appears able to cover their requirements through 
additional debt. Of the fourteen freestanding health centers, three had no estimated 
debt capacity and three more could not borrow more than $500,000. 


The CHC’s financial condition also limits their ability to recruit and retain full time 
medical staff. On average the CHCs employ two physicians to fill one full time 
physician position. The number of physicians per full time position ranged from 1.2 
to 5.3 among the health centers surveyed. Reliance on part-time physicians is 
problematic in two ways. First, it complicates continuity of care and the 
development of an on-going relationship between physicians and their patients. In 
the community interviews conducted among groups that use the community health 
centers, participants cited the inability to see the same doctor or provider each time 
as one of the major problems with the CHCs. A number of participants indicated that 
they traveled out of their neighborhoods because they follow a provider who knows 
them and their family. Second, it reduces the ability of the medical staff to manage the 
full care of a patient as is being demanded by managed care plans. Several managed 
care plans have established minimum weekly clinician hours of between 16 and 20 
hours per week. On average, the medical staff of the CHCs barely meet this minimum 
and several of the CHC physicians would not meet this requirement. 
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In interviews with the consultants, the reasons CHC executive and medical directors 
suggested for the difficulty in recruitment of full time medical staff included staff 
isolation/burn out, lack of training and research opportunities, low status within the 
medical community, increasing competition for multi-lingual physicians and low 
salanes 


With the increasing salaries of primary care physicians, this recruitment problem 
could grow worse. However, many of the factors cited by the CHCs as contributors 
to this problem, could be addressed through the CHCs joining as partners in an 
integrated delivery network. 


Competition 


Since 1979, as inpatient utilization has declined, the ambulatory health care services 
market has grown significantly. The market is very competitive and will become even 
more so. While the community health centers have performed well competitively, 
they should expect and prepare for more aggressive and better financed competitors 
than they have faced 1n the past. 


Community health centers and hospital outpatient departments in Boston provided 
over three (3) million ambulatory care visits in 1992; an increase, since 1979, of 59% 
for the CHCs and 45% for the OPDs. The community health centers and the 
Outpatient departments are equally significant providers of primary care providing, in 
aggregate, approximately 500,000 pnmary visits each. 


Volume of Encounters 


FY92 Visas 


¢ CHCs are growing at a faster rate (59% vs. 
45%) 


* CHCs are not the only major providers of 
poamary care to Boston residents 


* OPDs provide an equal volume of primary care 


Source: FY 1992 CHC and OPO data self-reported in Mayor's Heath Care Commssion data request. 
FY 1979 CHC and OPO data trom : : OH4H 1982. 
For the FY 979 versus FY 1992 comparrsons, Hospital data exciudes Fauikner and Boston VA Hospitals since FY 1979 data was unavailabie. 


CHC data excludes Boston Evening Medical Ceres since FY 1979 data was unavailable 
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Hospitals and CHCs provided to the Commission ambulatory patient ongin data for 
their top ten (10) zip codes for FY’92 The Commission and consulting team used 
this data to evaluate the market concentration and utilization by neighborhood® 
In most Boston neighborhoods, consumers are choosing to seek health care services at 
many different sites of service. Neighborhood residents have many choices and they 
are exercising their ability to choose both inside and outside their own neighborhoods 
For instance, the residents of Dorchester are included among the top ten (10) zip 
codes for twenty-nine (29) different providers, including nineteen (19) CHCs and ten 
(10) OPD,; residents from Mattapan, with one (1) CHC in their own neighborhood, 
were named in the top ten (10) zip codes of seventeen (17) providers, thirteen (13) 
CHCs and four (4) OPDs 


During the community interviews participants reported that they often seek care in 
multiple locations citing a number of reasons including: clinics outside their own 
neighborhoods treat them better, they seek doctors who speak their language, or they 
may follow a provider who knows them and their family. Participants in the 
interviews also cited limited service in the CHCs as one of the major reasons for 
seeking care in hospital outpatient departments. Several said they prefer the OPDs, 
which they see as “one stop shopping” This is especially true when consumers 
perceive that they are going to need ancillary services such as a diagnostic laboratory 
services or x-rays which the CHCs most often don’t provide on site. Long waits and 
short visits caused other participants to seek care at alternative sites of care 


The increased emphasis on primary care within the health care marketplace 
accentuates an area of strength for CHCs. However, they cannot afford to be 
complacent. Most neighborhoods are very competitive. The Boston hospitals 
provide a significant share of ambulatory services and have advantages in scope of 
services and financial resources. Furthermore, if reform succeeds in expanding access 
to health insurance, patients who were previously uninsured will have even greater 
choice as to where they may receive their care. 


Strategic Imperatives 


The Commission concluded that in order to preserve their financial and operational 
viability, CHCs must accomplish the following objectives: 

e Prepare to compete for patients 

e Develop the capability to manage under capitation 


e Prepare for less autonomy 


* Since the data only included volumes for each provider's top ten zip codes and excluded emergency 
room visits, private medical practices and staff model HMO’s, the market concentration statisucs 
tend to be overstated ( encounters from zip codes other than the top ten are unreported) and the 
utilization measures are understated (other providers are also serving these neighborhoods). 
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Prepare to Compete for Patients 


As the ambulatory services market becomes more competitive. CHCs must also 
provide a more competitive level of services CHCs are vulnerable to competition 
from potentially better financed providers in a number of areas including: the quality 
of their facilities, their ability to provide continuity of care, the breadth of services 
provided and the consistency of consumer services 


Because they have not typically faced intense competition in their historically 
underserved areas, some CHCs may not immediately recognize either the opportunity 
to overcome the limitations of the past or the seriousness of the competitive threat 
With the appropriate organizational changes, CHCs can be well positioned to take 
advantage of these opportunities and overcome the threats. They must, however, be 
prepared to address the need for change. 


Develop the Capability to Manage under Capitation 


The growth of managed care plans will have a major impact on the CHCs_ Non- 
Medicare insured patients (including Medicaid) represent over 60% of all CHC visits, 
while the uninsured represent almost another 25% of all patient visits Indemnity 
plans using fee for service reimbursement will decrease substantially as a source of 
revenue. Privately insured patients in the urban neighborhoods served by the CHCs 
may increasingly select HMOs due to the increasing cost differential between these 
plans and traditional indemnity insurance. The state Medicaid program ts actively 
pursuing managed care strategies to control costs. To the extent that health reform > 
succeeds in providing insurance to the uninsured, the impact of managed care on 
CHCs will increase 


Managed care and capitation contracts, represent a real opportunity for all primary 
care providers including the CHCs. On the other hand, accepting the risk of 
capitation requires that the providers accept the responsibility for the case-manager or 
“gatekeeper” role. The CHCs must develop the information systems and management 
procedures to monitor the care of their patients and the associated costs through all 
inpatient and ambulatory settings. The providers must work together to establish 
protocols and procedures to assure both quality care and cost control. 


The economics of managing under capitation favors larger organizations. First of all, 
larger organizations can spread the insurance risk of capitation. With more covered 
lives, the vanability of the cost of caring for individuals becomes more manageable and 
predictable. Furthermore, larger organizations can spread the fixed cost of 
investments in information systems and establishing contractual and referral linkages. 
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Report of the Mayor's Health Care Commission 


Prepare for less autonomy 


CHCs have long cherished their autonomy from other health care institutions. 
including other CHCs_ Historically, their autonomy has been instrumental in enabling 
the CHCs to be more responsive to their communities However. the growth of 
managed care and the development of integrated delivery systems will require CHCs 
to forego some of their autonomy. In order to capitalize on the potential that these 
new systems present, CHCs must select or join an integrated delivery system, while 
at the same time retaining their ability to serve the needs of their communities 


Currently, most CHCs, like other providers, attempt to participate in as many 
managed care contracts as possible. While maintaining multiple contracts allows the 
CHC to retain its independence, continuing to contract with multiple plans is 
administratively complex. The administrative requirements of managing multiple 
plans with multiple insurers will stretch CHC resources 


Attempting to participate in too many networks can limit the potential advantages of 
such an affiliation. As integrated delivery networks invest in their primary care base, 
CHC’s can benefit from that investment. These funds could enable CHCs to upgrade 
their facilities, recruit and retain physicians and expand their ancillary services. The 
network can also provide information systems and management expertise. However, 
to the extent that the integrated network is unsure of the long term commitment of a 
CHC, its willingness to invest may be lessened. Rather, the network may choose to 
invest in providers where they are more certain of a return on their investment 


Participating in an integrated delivery system requires coordinating with the system 
regarding referral relationships, system selection, health plan contracts, recruitment of 
medical staff and many other operating decisions. In other words, it requires the 
CHCs to forego some of their autonomy. On the other hand, CHCs can benefit from 
the investment and expertise that an integrated system can provide. There are no more 
likely alternatives source for such investments. Rather than resist this loss of 
independence, CHCs might pursue an integration strategy which best preserves their 
mission and best serves their community. 


Organizational Alternatives 


The Commission reviewed three options for the community health centers to pursue 
in developing their integrated delivery system strategy. 1) They could pursue a 
horizontal integration strategy where most of the CHCs merge or join together to form 
their own integrated delivery system. 2) Individual CHCs could pursue a vertical 
integration strategy where they negotiate directly with hospitals or other sponsors of 
integrated delivery systems regarding their participation. 3) The CHCs could follow a 
strategy which combines elements of both horizontal and vertical integration. 
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e Horizontal Integration 

A honzontal integration strategy would involve CHCs joining together to collectively 
manage capitation contracts with a health plan and develop a fully integrated delivery 
network.’ This could involve working with the Neighborhood Health Plan (NHP) or 
another organization to create a group or staff model HMO NHP is currently an 
Independent Practice Association (IPA) model HMO NHP already has close ties to 
the CHCs, it contracts with all CHCs and its Board is appointed jointly by the CHCs 
and the Massachusetts League of Community Health Centers. NHP already provides 
resources to CHCs in order to enhance their ability to manage care and to help 
develop competitive levels of service. However, the independence of each CHC limits 
their ability to operate in a coordinated fashion. By strengthening the organizational 
and operational linkages between the CHCs, they could jointly acquire information 
technology, attract capital, recruit physicians and implement the remaining tasks 
necessary to compete and manage under capitation. 


The primary advantage of horizontal integration is that all CHCs fundamentally share 
the same mission, and it is more likely that the resulting organization will retain the 
same focus and priorities. The disadvantages involve the financial risk and the 
organizational complexity of creating a central organization. The CHCs would have to 
collectively attract external capital in order to finance investments in facilities, 
technology and physician recruitment. These investments will earn a return only 
when a substantial portion of CHC patients are enrolled in their managed care plan 
and covered by a capitation contract. 


The organizational challenge of obtaining as many as eighteen (18) independent health 
centers to operate under joint management must also be overcome. Even if the health 
centers did not have a tradition of independence from each other as much as from 
other providers, the number of parties involved in this integration strategy creates a 
substantial obstacle for a purely horizontal approach. 


e Vertical Integration 

In a vertical integration strategy, individual CHCs could join a hospital or HMO 
sponsored integrated delivery system. Joining a vertically integrated system brings the 
financial benefits to the CHCs, although not without some risk. Joining a well 
capitalized hospital or HMO sponsored integrated delivery system could provide 
CHCs with immediate access to the level of capital needed to invest in the 
infrastructure needed to compete. Vertical integration also provides access to other 
important resources and systems that are necessary to support managing risk, such as 
staff training and management information. Vertical integration with an academic 
medical center could enhance the CHCs capacity to recruit and retain primary care 


” This CHC sponsored network could then negotiate with one or two hospitals and other providers to 
complete the system and offer the full range of health care services. Wlule hospitals and other 
providers might participate in the system, the integrated delivery network would be sponsored and 
directed by the CHCs. 
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physicians because of the improved access to academic roles including the possibility 
of faculty appointments, and research and training grants 


On the other hand, for CHCs, a vertical integration approach could involve the 
potential of the loss of focus on the particular needs of their respective communities 
The importance of an individual CHC to a hospital or delivery system lies ultimately 
in the number of covered lives it serves. An individual CHC might lack leverage 
within the hospital or system organization to receive sufficient funds or other 
resources necessary to meet the needs of its neighborhood. Also there is a possibility 
that the weaker CHCs will not be approached for participation in a vertical network 
so that all CHCs may not have this alternative. 


e¢ Combined Honzontal and Vertical Integration 

Combining both horizontal and vertical approaches offers the best of both strategies. 
Several CHCs could combine horizontally and then negotiate with hospitals that are 
building vertically integrated delivery systems. The selected hospital should have the 
financial resources to assist the CHCs in improving their facilities, developing 
systems and recruiting and retaining physicians. The collective volume of patient 
services should be sufficient to assure that the collective CHCs achieve leverage 
within the combined organization. The number of combined health centers necessary 
to produce this leverage will be less than that which would be necessary if the CHCs 
attempted to sponsor their own delivery system and therefore more easily achieved 
The resulting delivery system would not be entirely focused on inner city 
neighborhoods and thereby avoid the associated risk. Furthermore, the combination 
of CHCs lowers the probability that the financially weaker CHCs will be left without 
a system partner. 


Recommendations 


VI. Boston community health centers should be encouraged to pursue horizontal 
integration strategies 
* In order to increase their future viability, CHCs’ should form 
organizations or networks with at least 100,000 to 120,000 visits annually. 
¢ Combining several individual health center organizations will enhance their 
ability to 
— Preserve their mission 
— Recruit and retain management staff and pnmary care providers 
— Acquire and utilize management information systems 
— Raise capital for facility improvements 
— Capture available economies of scale 
— Negotiate with health plans and hospitals 
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Report of the Mayor's Health Care Commission 


VU. = The Boston Teaching Hospitals and Community Health Centers should be 
encouraged to create vertically integrated health delivery systems 


By joining an integrated delivery system, CHCs'will enhance their access 
to capital and managed care contracts and expertise 
By investing in CHCs, hospitals can strengthen their primary care base 
and contribute to the health needs of the community 
When joining an integrated delivery system, the CHCs must be assured 
that they will be able to sustain their mission 
Specific alignments and arrangements between hospitals and CHCs should 
be determined by free-market negotiations. Areas of negotiation should 
include: 
- Governance structure and board representation 
- Specific guaranteed levels of investment (capital improvements, 
operating subsidies, information systems, physician support, 
managerial support, etc.) 
— Methods of evaluating performance across the network 
- Discussions of the financial status and future strategy of both 
organizations 
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VI. Public Health Findings and Recommendations 


The Commission examined data on the public health needs in Boston, reviewed issues 
related to the coordination of public health services and considered how the city 
public health functions should relate to Boston City Hospital 


Health Status of Boston Neighborhoods 


The Commission examined existing data regarding the health status of Boston 
residents including: 


e Preventable Hospitalizations 
- State Rate Setting Commission analysis of hospitalizations 
considered preventable if adequate ambulatory care had been 
delivered. Conducted for 25 diagnoses. 


e Perinatal Indicators 
— Mothers not receiving necessary care in the first trimester 
— Infant mortality 


e Death Rates 
- AIDS/HIV 
— Alcohol/Substance Abuse 
— Lung Cancer 
— Breast Cancer. 


Using these indicators as well as poverty rates, the Commission team reviewed the 
health status of the Boston neighborhoods. In many of Boston’s neighborhoods poor 
health status persists. In particular, Roxbury, South End, North Dorchester and 
Mattapan have the lowest health status of all neighborhoods of Boston. Roxbury has 
the highest poverty rate and the highest rate of preventable hospitalizations - nearly 
three times the state-wide average. Roxbury also ranks among the top three 
communities for infant mortality, lack of prenatal care and HIV/AIDS deaths. The 
South End has the highest HIV/AIDS and substance abuse death rates. North 
Dorchester ranks highest in the lack of prenatal care - nearly 4.5 times the state 
average. North Dorchester also ranks third in preventable hospitalizations. Mattapan 
has the highest infant mortality rate and ranks second in the lack of prenatal care. 
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Boston Health Status Indicators 
Total Preventable Hospitalizations for Boston 1989-1990 
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Boston Health Status Indicators 
Preventable Hospitalization: Angina 1989-1990 
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Report of the Mayor’s Health Care Commission 


Boston Health Status Indicators 
Preventable Hospitalization: Asthma 1989-1990 
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Boston Health Status Indicators 


Preventable Hospitalization: Bacterial Pneumonia 1989-1990 
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Souruc: Rate Setting Conuuimaon, Bureau of Ambulatory Care 
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Report of the Mayor’s Health Care Commission 


Boston Health Status Indicators 
Infant Mortality Rate 1987-199] 
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Boston Health Status Indicators 


Mothers Not Receiving Prenatal Care in Ist Trimester 1987-1991 
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Boston Health Status Indicators 
Alcohol & Other Substance Abuse Death Rate 1987-1991 
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Boston Health Status Indicators 
Lung Cancer Death Rate 1987-1991 
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Bostou DHAH. Office of Health & Vital Stasucs 
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Report of the Mayor’s Health Care Commission 


Boston Health Status Indicators 
Breast Cancer Death Rate 1987-199] 
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At the same time, residents of these neighborhoods appear to use average, or for 
inpatient services, above average levels of health care services. The inpatient 
utilization rate for inner Boston is 1195 days per thousand - 36% above the state 
wide average. The estimated ambulatory utilization rates for inner Boston 
neighborhoods approach the rates of utilization experienced nationally. Based on 
this analysis, Boston does not appear to have a major shortage of health services in 
the aggregate. However, there may be issues around outreach and education and the 
Organization and distnbution of services. 


Poor health status cannot be attributed to the failings of the public or private health 
care systems alone. Factors such as poverty, individual behavior and lack of access to 
health insurance also have strong impacts. These other factors are often beyond the 
control of local public health officials and individual providers. While access to 
insurance may be improved through health reform, there will still remain barriers to 
improved health status for many people. However, given the volume of quality 
health services available in Boston, the health status in many city neighborhoods is 
unacceptably low. 


* The methodology used in estimating ambulatory utilization in Boston includes only visits from the 
top ten zip codes at health centers and outpatient departments and excludes visits to pnvate offices 
and health plan ambulatory centers. Therefore, the total utilization is underestimated. 
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Report of the Mayor’s Health Care Commission 


Coordination of Public Health Services 


The persistence of poor health status in Boston's neighborhoods provides a strong 
Impetus to considering how to improve the public health care system Two relatively 
new developments provide opportunities for such improvements They are 


e The development of neighborhood level health status indicators 


e The demonstrated and potential impact of coordinated action and 
networks of public health care providers 


Other than the preventable hospitalization data, which were developed by the state 
Rate Setting Commission, the health status indicators used by the Commission were 
provided by the Department of Health and Hospitals. DH&H’s data resources are 
very strong. The analysis and reporting of information on the health of the city is a 
critical function of Boston’s Public Health Department and should continue to be 
developed. 


The DH&H has begun to utilize these resources in developing funding and 
programmatic priorities. The Commission believes that this approach should be 
continued and expanded. Many federal, state and local public health grant programs 
are distributed based upon historical allocations. Current priorities may suggest 
reallocation. Many programs also have limited means to measure the performance of 
specific programs and providers. In the past, the lack of available data made it 
difficult to revise funding priorities and measure performance. The continuing 
development of public health information sources at the neighborhood level provides 
the opportunity to improve both. 


The problems of coordination and communication within the area of public health can 
be daunting. With federal, state, and local governments funding programs and with 
private and foundation resources being utilized to provide services, public health 
services can easily evolve into an illogical mosaic of services which poorly match the 
needs of the community. Better coordination of public health services is necessary to 
avoid that result. 


The Infant Mortality Task Force was formed in the late 1980s to address the 
unacceptable levels of infant mortality in Boston neighborhoods. The Task Force 
included representatives of the entire public health and medical community Through 
this coordinated effort, providers shared information, were made more aware of the 
issues of prenatal care and infant mortality and new programs were developed 
throughout the city. Recent data on infant mortality suggests that these efforts were 
successful in beginning to address this major health problem. Last summer, the state 
Department of Public Health issued its Community Health Network Area (CHNA) 
RFP which combined and coordinated a host of categorical grant programs. The intent 
was to facilitate coordination among providers and the creation of networks among 
providers. The CHNAs concept is very promising. While the state treats the entire 
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Report of the Mayor’s Health Care Commission 


city as on CHNA’s region, a neighborhood specific approach of this tvpe could be 
effective 


There 1s a tremendous amount of information now available about the health of 
Boston's neighborhoods. There is also a wealth of expertise in the Boston hospitals, 
health centers and other provider and consumer groups regarding how to improve the 
health of Boston’s residents. However, information about health needs and resources 
targeted to address them 1s currently fragmented and not available in such a way as to 
facilitate the identification of gaps in services. There is also no forum for health care 
providers and consumers to jointly review these needs and develop new strategies to 
address them. The Commission feels strongly that the creation of a sustained process 
to focus on the health of Boston’s neighborhoods is critical to maximize the impact of 
current and future efforts to improve the health of the city. More resources alone will 
not solve the problem without true collaboration among health care providers, 
consumers and purchasers. 


Relation of Public Health Functions to Boston City Hospital 


The Commission’s recommendation for a change in the governance structure of BCH 
highlights the issue of governance for the public health functions of DH&H. 
Decisions need to be made as to which programs currently in the Department of 
Public Health should move to a new governance structure along with BCH and which 
should remain in a city department. 


The direction of and accountability for public health in the city is a government 
function. As an agency of government, the public health department must be 
concerned with the public health of all residents of the city, with providing the 
necessary services as efficiently and effectively as possible. Increasingly, the city 
public health functions are provided by contract with numerous private agencies and 
community groups including neighborhood health centers and hospitals. Public health 
officials must determine which agency or provider offers the best service at the lowest 
price. 


Combining public health functions with BCH provides a significant competitive asset 
to BCH which could play an important role in its long term viability. Public health 
functions provide contacts with patients and providers which could lead to attracting 
both to join the BCH health care delivery network. Public health activities such as 
education and outreach will become increasingly important to providers in a managed 
care environment. Separating BCH from public health could result in the loss of these 
assets and make the challenge for BCH management even greater. 


The Commission believes that each of the many DH&H public health programs 


should be reviewed in depth to determine whether they best serve their purpose in a 
city public health department or with BCH under a new governance structure. 
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Report of the Mayor’s Health Care Commission 


Recommendations 


IX. 


Accountability for the public health functions currently within the 
Department of Health and Hospitals should be retained as the responsibility 
of Boston City Government. Public Health programs presently conducted by 
the Department of Health and Hospitals should be individually evaluated to 
determine whether they remain within city government or are transferred to 
the authority/public benefit corporation/not-for-profit organization 
recommended for Boston City Hospital. The implications of both options 
should be analyzed. The decision will be determined based on which option 
assures the maximum benefit and services for the residents of Boston and the 
people served by its health system. 


The Public Health Department should establish funding priorities which 
reflect the neighborhood health status and: 


e Leverage the resources of state, federal, foundation and other private 
programs 


¢ Foster cooperative efforts which draw upon the expertise and resources 
in Boston hospitals and community providers 


e Measure and reward performance by public health providers and 
networks 


A Boston Health Planning Committee should be established by the proposed 
Mayor’s Cabinet Office of Health and Human Services to increase 
coordination and monitor progress of efforts to improve the health status of 
Boston residents. 


¢ The Committee should be structured to facilitate a sustained collaborative 
focus on the major health needs of Boston residents and to encourage 
ongoing coordination among providers and funding sources in addressing 
those needs. 


* The Committee’s membership should include representatives of:- 


hospitals, medical schools, CHCs, health plans, other community 
organizations, consumers, public health departments, and foundations 
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